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SUBJECT: DRAFT BUDGET FOR 1976/1977 TABLED 

1. SUMMARY: ON DEC 14 FINANCE MINISTER REBINO WITZ SUBMITTED 
TO CABINET DRAFT BUDGET OF IL 84.25 BILLION ($1 1.87 BILLION) 

FOR NEXT FISCAL YEAR BEGINNING APRIL 1. NO OFFICIAL BUDGET 
DOCUMENTS YET AVAILABLE BUT ACCORDING TO PRESS IL 32.75 BILLION 
(39 PERCENT OF EXPENDITURE BUDGET) WILL BE EARMARKED FOR DEFENSE 
AND IL 18 BILLION (21 PERCENT) FOR SERVICING OF DOMESTIC AND 
FOREIGN DEBT. MINISTER REPORTEDLY SAID PROPOSAL REPRESENTS NO 
INCREASE IN REAL TERMS OVER CURRENT BUDGET, WITH ACTUAL RE- 
DUCTIONS IN CIVILIAN SECTOR. APPROPRIATION FOR SOCIAL SERVICES 
AND FOR FOOD AND TRANSPORTATION SUBSIDIES WOULD BE CUT, BUT 
EXPORT INCENTIVES WOULD BE RAISED. IMPLEMENTATION OF VAT ON 
AIRL 1. 1976 EXPEDTED TO INCREASE TAX REVENUES TO IL 44 
BILLION. FOREIGN LOANS AND GRANTS ARE EXPECTED TO YIELD IL 18 
BILLION. BUDGET DEFICIT OF IL 2.7 BILLION (AS AGAINST ANTICIPATED 
DEFICIT OF IL 6 BILLION DURING CURRENT FISCAL YEAR IS 
ENVISAGED. END SUMMARY. 

2. BUDET WAS PRESENTED AS PART OF THREE- YEAR ECONOMIC POLICY 
DESIGNED TO REDUCE ISRAEL'S CURRENT ACCOUNT DEFICIT FROM 
$3.7 BILLION IN 1975 TO $2.8 BILLION IN 1978 BUR PRRMOTING 
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EXPORT SECTORS AT EXPENSE OF SERVICES, CURTAILING PRIVATE 
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CONSUMPTION, INCREASING PRODUCTIVITY AND EFFICIENTCY, 

REDUCING IMPORTS, AND RESTRAINING WAGE HIKES. POLICY OF 
CRAWLING DEVALUATION WILL CONTINUE ALTHOUGH ON REDUCED 
SCALE. MORE SPECIFICIALLY, BUDGET WILL: INCREASE PRICE OF 
STAPLE FOODSTUFFS, PUBLIC-TRANSPORT FEES, FUEL, WATER, AND 
ELECTRICITY; INCREASE MUNICIPAL TAXES AND NATIONAL 
INSURANCE DUES; INCREASE HIGH SCHOOL AND UNIVERSITY TUITION 
FEES; CUT RESIDENTIAL BUILDING STARTS; AND DELAY IMPLENTATION 
OF CERTAIN DEVELOPMENT PROJECTS. 

3. FOR 1976, MINISTRY OF FINANCE REPORTEDLY FORECASTS A 1 . 1 
PERCENT INCREASE IN REAL GNP; 1 PERCENT DECLINE IN PRIVATE 
CONSUMPTION, OR 3 PERCENT DECLINE IN PRIVATE CONSUMPTION PER 
CAPITA (SAME AS IN 1975); 4.6 PERCENT INCREASE IN PUBLIC 
CONSUMPTION (4.4 PERCENT RISE IN 1975); 9.9 PERCENT INCREASE 

IN EXPORTS (0.3 PERCENT INCREASE IN 1975); 0.6 PERCENT FALL 
IN IMPORTS (3.5 PERCENT DECLINE IN 1975); 13.5 PERCENT DECLINE 
IN INVESTMENT (DECREASE OF 10 PERCENT IN 1975): INCREASE OF 
22 PERCENT IN CPI (27 PERCENT INCREASE ESTIMATED FOR 1975); 

NO CHANGE IN REAL GROSS WAGES; 60,000 PERSONS UNEMPLOYED 
(37,000 IN 1975); 8,000 NET IMMIGRATION. AVERAGE EXCHANGE RATE 
OF THE DOLLAR WILL STAND AT IL 8.50 WHICH, ACCORDING TO OBSERVERS 
MEANS THAT BY END OF 1976 OFFICIAL RATE OF DOLLAR MAY REACH IL 10. 

4. AT SAME CABINET MEETING, IT WAS DECIDED TO CHANGE 
TERMS OF INDEX-LINKED BONDS AS FOLLOWS: (A) LINKAGE TO CPI 
OF NEW GOVERNMENT BONDS SOLD TO PUBLIC WILL BE CUT TO 90 
PERCENT AND WILL BE FURTHER REDUCED GRADUALLY TO 70 PERCENT 
OVER TWO-YEAR PERIOD; (B) NEW SECURITIES WILL CARRY NAME OF 
BENEFICIARY AND NO LONGER BE PAYABLE MERELY TO "BEARER "; 

(C) TAX OF 1.5 PERCENT WILL BE LEVIED ON VALUE OF SALE OF 
BONDS PRIOR TO REDEMPTION DATE. 

5. SEVERAL MEMBERS OF CABINET HAVE ALREADY EXPRESSED STRONG 
OPPOSITION TO REDUCED ALLOCATIONS TO THEIR MINISTRIES. 

HISTADRUT, MOREOVER, HAS STATED ITS OPPOSITION TO WAGE FREEZE 
IN PUBLIC SECTOR AS WELL AS TO COMPLETE ELIMINATION OF FOOD 
SUBSIDIES. OBSERVERS EXPECT THAT THIS OPPOSITION WILL FORCE 
SOME CHANGES IN PRESENT PROPOSAL BUT POINT OUT THAT SUBSTAN- 
TIAL EXCEPTIONS WILL PREVENT ACHIEVEMENT OF EVEN MODEST 
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OBJECTIVES CONTEMPLATED BY MINISTER OF FINANCE. 

6. IN MEANTIME ANOTHER SUPPLEMENTARY BUDGET OF OVER IL 5 
BILLION OF CURRENT FISCAL YEAR IS EXPECTED SHORTLY. (UNCERTAINTY 
OVER SIZE OF CURRENT BUDGET PLUS HIGH INFLATION MAKES ANY 
COMPARISON WITH PROPOSED BUDGET FOR NEXT YEAR VERY DIFFICULT). 
EMBASSY WILL FORWARD ITS ANALYSIS AND COMMENTS ON DRAFT 
BUDGET WHEN DOCUMENT EMERGES FROM CABINET DEBATE. 
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